Research Paper Commerce 


ESTIMATION OF INTRINSIC VALUE OF EQUITY SHARE 
USING VALUE ANCHOR 
(A CASE STUDY OF HINDUSTAN UNILIVER LIMITED) 





E-ISSN No : 2454-9916 | Volume: 3 | Issue: 5 | May 2017 





TER\ 





Dr. Jeelan Basha. V 


‘ Asst. Professor in P.G. Department of Commerce Studies, SSA Govt. First Grade College (Autonomous), Bellary - 583101, 
Karnataka. 


ABSTRACT 





The concept of value is like beauty. Just as it is said that “beauty lies in the eyes of the beholder. Value is determined by a person who seeks or perceives value in a thing. 
In analyzing a company, it is not sufficient just to study its past performance. The environment- economic,legal industrial, social and so on must be understood. 
Business valuation is a fascinating topic, as it requires understanding of financial analysis techniques in order to estimate value and for acquisition. It also requires 
good negotiating and tactical skill. Business valuation is important in determining the present value status as well as the future prospects of a company. Fundamental 
analysis is perhaps, the most popular method used by investment analysts for assessing value of a stock. The earnings potential and riskiness of a firm are contributing 
to the prospects of the industry to which it belongs. 


The objective of the Study is to study the estimation of intrinsic value of equity share using Value Anchor (A Case Study of Hindustan Uniliver Limited). The study is 
based on secondary data and discussions with personnel concerned. The secondary data consists of the annual reports of HUL covering the last five years from 2011-12 
to 2015-16. Various other reports like magazines, journals, published books and websites are also referred to for the present study. Tools applied for data analysis in the 
present study are financial tools like Dividend per share, Return on Equity, Retention Ratio, Earnings per share, Cost of Equity, Constant Growth Model, Dividend 
payout ratio, and statistical tools such as compound Annual Growth Rate (CAGR) and Simple Average. Detailed analysis could not be carried out for the research 
work because of the limited time span. Since financial matters are sensitive in nature, same could not be acquired easily. 


The conclusion is to know intrinsic value of Hindustan Uniliver Limited. The stock is undervalued if the market price of a share is lesser than its intrinsic value. It is 
preferable to buy it (at cheaper rate) to make profit. On the other hand, the stock is overvalued, if market price of a share is higher than its intrinsic value preferring to 
sell it now to prevent from losing value subsequently. 


KEYWORDS: Dividend per share, Return on Equity, Retention Ratio, Earnings per Share, Cost of Equity, Price to Earnings Ratio (P/E), Projected Earnings Growth 


through Sustainable Growth Rate, Constant Dividend Growth Model and Dividend Payout Ratio. 


Introduction: 

The concept of value is like beauty. Just as it is said that “beauty lies in the eyes of 
the beholder. Value is determined by a person who seeks or perceives value in a 
thing. In analyzing a company, it is not sufficient just to study its past perfor- 
mance. The environment- economic, legal,industrial, social and so on must be 
understood. Business valuation is a fascinating topic, as it requires understand- 
ing of financial analysis techniques in order to estimate value and for acquisition. 
It also requires good negotiating and tactical skill. Business valuation is impor- 
tant in determining the present value status as well as the future prospects of a 
company. Fundamental analysis is perhaps, the most popular method used by 
investment analysts for assessing value of a stock. The earnings potential and 
riskiness of a firm are contributing to the prospects of the industry to which it 
belongs. 


The financial information that is used will include a company's financial reports 
and non financial information such as estimates of growth of demand for the prod- 
ucts and expected discount rate, industry comparisons and economic wide 
changes, changes in government policies etc., 


Statement of the problem: 

Majority of them burnt their fingers by going through technical and market senti- 
ments. Estimation of value of a stock is a complex task since it needs requisite 
technical skill with adequate knowledge. Researchers have restricted to the study 
of financials only and not on other factors. Hence, an attempt is made to study on 
“Estimation of intrinsic value of Equity Share using Value Anchor (A Case Study 
of Hindustan Uniliver Limited).” 


Objective of the Study: 
1. To estimate intrinsic value of stock of Hindustan Uniliver Limited (HUL) 
using Value Anchor 


Research Methodology: 

Research Design: In view of the objective of the study listed above, exploratory 
research design has been adopted. Exploratory research is one, which largely 
interprets the already available information, and it lays particular emphasis on 
analysis and interpretation of the existing and available information and it makes 
use of secondary data. 


¢ Sources of data: The study is based on secondary data and discussions with 
personnel concerned. The secondary data consists of the annual reports of 
HUL covering the last five years. Various other reports like magazines, jour- 
nals, published books and websites are also referred to for the present study. 


¢ Tools of analysis: The data collected for the study is analysed logically and 
meaningfully to arrive at meaningful conclusions. The following are the 
tools applied for data analysis in the present study. 


¢ Financial tools: Dividend per share, Return on Equity, Retention Ratio, 
Earnings per Share, Cost of Equity, Price to Earnings Ratio (P/E), Projected 
Earnings Growth through Sustainable Growth Rate, Constant Dividend 
Growth Model and Dividend Payout Ratio. 


¢ Statistical Tools: Compound Annual Growth Rate (CAGR) and Simple 
Average. 


Scope and period of the study: The scope of the study is defined in terms of con- 
cepts adopted and period under focus. Firstly, the primary concepts of Return on 
equity and value of the share are used for measuring profitability and market 
price of the share 1s to arrive at various objective of the study. Secondly, the study 
is based on the annual reports of the company for a period of five years from 
2011-12 to 2015-16. The reasons for restricting to this small period are the time 
constraint. 


Limitations of the Study: The information is used primarily from historical 
annual reports available to the public and the same does not indicate the current 
situation of the company. Detailed analysis could not be carried out for the 
research work because of the limited time span. Since financial matters are sensi- 
tive in nature, same could not be acquired easily. 


Findings of the Study: 
1. Ke=(Div,/MPs) +g = 22.678922 


2. Average payout Ratio = 79.652 

3. Expected Growth Rate in Dividend (CAGR) = 20.85 

4. P/E Ratio =43.5513 

5. Expected EPS= EPS, (1+g) =20.9331 

6. Value Anchor= P/E Ratio* Expected EPS =43.5513*20.9331=911.6637 


7. Value Range: +10% /-10% of Value Anchor 


Copyright© 2016, IERJ. This open-access article is published under the terms of the Creative Commons Attribution-NonCommercial 4.0 International License which permits Share (copy and redistribute the material in any 
medium or format) and Adapt (remix, transform, and build upon the material) under the Attribution-NonCommercial terms. 


International Education & Research Journal [IERJ] 


396 





Research Paper E-ISSN No : 2454-9916 | Volume: 3 | Issue: 5 | May 2017 


» sos 2.  Jeelan Basha.V(2014), Estimation of Value Using Dividend and Capital Structure Mod- 
Market price Decision a .; ae a 
P els (A Case Study of Asian Paints Limited), Journal of Management and Administra- 


tion Tomorrow (JOMAT), Vol.2, No.4,Jan.-Jun. 2014, Pp. 35-38. 


3. Jeelan Basha.V. (2013), (Knowledge Approach in Estimation of Value of an equity 
share (A case study of Asian Paints Limited), Research Journal on Innovative 





90% of Value Anchor(911.6637)= 820.50168 Buy Approaches & Knowledge Management, Vol.3, Issue.2, Dec.2013,Pp.18-21. 
Conclusion: 4. Dr. Viswanath Reddy.C, (2012) “Intrinsic Value Estimation through Fundamental Anal- 
The conclusion is to know intrinsic value of Hindustan Uniliver Limited. The ysis: A Case Study of Dr. Reddy's Laboratories Ltd., Hyderabad” Indian Journal 
stock is undervalued if the market price of a share is lesser than its intrinsic value. Finance, pp 49-57. 

It is preferable to buy it (at cheaper rate) to make profit. On the other hand, the 5. Prasanna Chandra. (2009), Investment Analysis and Portfolio Management (3rd 
stock is overvalued, if market price ofa share is higher than its intrinsic value pre- ed.)Tata McGraw Hill Publishing House, New Delhi, pp386-393 
ferring to sell itnow to prevent from losing value subsequently. 6. Zvi Bodie.,Alex Kane., Alan J. Marcus., Pitabas Mohanty (2009), Investments, (8rd 


ed.)Tata McGraw Hill Publishing House, New Delhi, pp623-636. 
rag eon vt ov baa sys ; 7. Aswath Damodaran (2009) Damodaran on valuation Security Analysis for Investment 
. Jeelan Basha. V(2014), An Empirical Study on Estimation of Value Using Constant Div- dc te Fi Dd ed.)Willev India Private limited. pp245254 
idend Growth Model: with Special Reference to Selected Companies, International ane Colporic Finance) Ze ce Yan veneer avg eae ee 
Journal of Management and Social Sciences Research (IJMSSR), Vol.3, No.11, 8. Gordon J Alexander., William F. Sharpe.,Jeffery V. Baily (2008), Fundamentals of 
Nov.2014, Pp. 63-65. Investment, PHI Learning Pvt. Ltd., New Delhi, pp333-335. 


Year 


14-Mar Mar 16 
17.56 17.88 18.87 | 10.9337 
iapeaed oS EGO Chey ICE pedo RED |_| |_| |__| aaa 


Ke= (Div1/Po) +g (%) 


P/E Ratio= Average payout Ratio/ (Ke- Expected Growth Rate in Dividend) 


Value Anchor (P1)= P/E Ratio* Expected EPS 


Value Range= +10% /-10% of Value Anchor: 


110% of Value Anchor = (911.6637*1.10) 1002.8354 


90% of Value Anchor = (911.6637*0.90) 820.50168 Buy 
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